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Audit Reports * 


By F. C. 


KOHNKE 


(San Francisco Office) 


Much has been written regarding 
audit reports, but in my reading | 
have been impressed with the fact 
that, after all, the preparation of a 
eood audit report must result primarily 
from experience, and that it is prac- 
tically impossible to lay down any de- 
tailed rules. It is, of course, possible 
to outline the general procedure. How- 
since it would be manifestly 
impracticable to even attempt to fully 
cover the subject in a talk of this 
kind, it is my intention to deal prin- 
cipally with what seem to me to be 
the difficulties most generally experi- 
enced by the staff in writing audit re- 
ports, and perhaps to offer 
helpful suggestions for overcoming 
these difficulties. 

It may not be amiss as a_back- 
eround for discussion of these mat- 
ters, to outline briefly the following 
points : 


ever, 


some 


1. The importance of the audit re- 
port. 


2. The purpose. 

3. Style and general form. 

The 
well written, clearly worded and ap- 
propriate report to the client upon 
completion of the audit cannot be too 


importance of submitting a 


strongly emphasized. 
our 


The report is 
final contact with the client on 


A paper 
of our San 


presented at a meeting of the 
Francisco office and a 
f the discussien which followed. 


staff 
symposium 


the his 
judgment of the effectiveness of our 
work will probably be based on the 
impression which he receives from the 


particular engagement, and 


report. As Colonel Montgomery says, 
“What shall it benefit an auditor if 
he perform the highest grade of pro- 
fessional work and be unable to pre- 
sent his reports in a form acceptable 
and comprehensible to his chent?” It 
should also be borne in mind that the 
report may, and probably will, be 
used by the client with others outside 
of his organization. 

The purpose for which the report 
is to be used as a primary considera- 
tion, as this should to a certain extent 
dictate the form in which the report 
is prepared. Consideration must also 
he given to the personal make-up of 
the client and to the conditions which 
we find in his organization. Some 
clients may be interested in reading an 
elaborate and detailed report, while 
others would be merely bored by such 
a report. For the latter class we 
should naturally aim to make the re- 
port as brief and concise as is con- 
sistent with the matters to be 
reported upon. In some organiza- 
tions the client’s own accountant fur- 
nishes him with elaborate statistics and 
operating comparisons and it would, 
therefore, be superfluous to 


repeat 
this in our report. 


In some cases the 
client does not have this information 
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available from his own records and is 
vitally interested in receiving it from 
us. The point that should always be 
kept in mind is that within certain 
general lines our report must be writ- 
ten to suit the particular needs of the 
case, 

As to style, the English should be 
clear and concise, and short sentences 
should be given preference to lengthy 
involved constructions. Paragraphing 
should be used a little more freely 
than in ordinary writing. 

Paragraph captions, and in a large 
report, sectional headings, are helpful 
in breaking up the heavy appearance 
of solid reading matter. Also, they 
aid in directing the reader's attention 
to the various matters treated of in 
the report, and especially those of 
greater importance. 

The general tone of the report 
should be dignified, in keeping with 
the professional nature of our work, 
and to this end we should avoid col- 
We 


should strive for precision in stating 


loquialisms and trite expressions. 


facts if the report is to be convincing, 
and we should aim to avoid any ambi- 
guity. It has always been my idea that 
a satisfactory style in report writing 
can only be acquired with constant 
practice, but that much assistance in 
this direction can be gained by the 
auditor if he will make it a practice to 
read reports which are issued by the 
firm from time to time, particularly 
those which are perhaps a little out 
of the ordinary. 

The following is an outline of a 
general form of report for the more 
usual class of auditing: 


1. Introduction: 
ed and. the 


The period audit- 
general nature of the 
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work performed here stated. Where 
the audit has been made for a special 
purpose, it is well to state the 
purpose in the opening paragraph. 


also 


2. Operating comments: A general 


statement of the results of operations, 
comparative with results for the prior 
period, should be used as an introduc- 
tion to any detailed comments which 
we may wish to make regarding the 
operations for the particular period 
under review. This introductory state- 
ment is usually followed by a com- 
parative summary of the operations, 
which in turn can be supplemented hy 
further analysis of the outstanding 
ditferences between operations for the 
two periods. 

This comparison of operations not 
only serves to present to the client a 
comprehensive picture of the opera- 
tions for the period, but is also a very 
important part of our audit work, 
since it takes the place to a large 
extent, of detailed verification of in- 
come and expenses. The tendency in 
recent years has been towards balance 
sheet audits, with tests of operations, 
in lieu of the detailed audits which 
were formerly made. In my opinion, 
the most way to test the 
operating accounts is by comparison 
with prior periods and by comparisons 
within the period itself. By this | 
have in mind the analysis of the oper- 
ations by months. 


effective 


Such an analysis 
gives us a very definite check on the 
regular recurring charges, and a basis 
for investigation of unusual fluctua- 
tions. 


3. Application of funds: A resume 


of the change in the balance sheet 
at the beginning and end of the period 
under review may be used to supple- 
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ment the comments upon operating re 
sults. Many executives are interested 
in the effect of the operations upon 
their financial condition as reflected in 
the balance sheet. 

One of the most effective Ways of 
presenting this picture is to prepare a 
summary of funds provided and their 
Such a summary should 
he so arranged as to show the im- 
portant transactions during the year, 
instance, additional 
capital stock, additions to plant and 
equipment, and any unusual transac- 
tions of an important nature. The 
preparation of this summary is also a 


application. 


as for issues of 


valuable check upon the correctness of 
the audit. 


4+. Balance sheet 
my opinion, the balance sheet com- 
ments should be confined to items of 
importance on the balance sheet, or 
to those items which require amplifi- 
cation beyond the statement on the 
balance sheet. 
not necessarily follow the order of 
the sheet, although this is 
the usual practice, Where one or two 
items are of outstanding importance 


comments: In 


These comments need 


balance 


they might be given preference in 
Perfunctory 
comments merely for the purpose of 
covering every item should be avoided. 

Generally speaking, I believe that 
the following items are usually of suf- 
ficient importance to be commented 
upon: 


order of presentation. 


(a) Inventories. 
(hb) Summary of changes in plant 
and equipment accounts, in- 


cluding depreciation reserves. 
Reconciliation of the report 
surplus with the surplus shown 
by the books, if adjustments 


r 
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have been made by us which 
not vet retlected on 
Whenever possible, 
adjustments 
with 
the client before submission of 
our report and entries made by 
the client's staff to give effect 
thereto. 


have been 
the books. 
however, any 


should be agreed upon 


The 
countant has been educating the busi- 
ness man to look to him 
mendations regarding his accounting 


5. Recommendations: ac- 


for recom- 


and operating methods his organiza- 
tion, and his personnel, and we should 
embody in our reports such recommen- 
dations as we have to make in regard 
to these matters. We should be care- 
ful, not to unless 
the criticism is and to 
avoid enlarging upon small matters. 


however, criticize 


constructive, 


6. Scope of examination: Except 
in cases where a detailed audit is 
made, when a statement to that effect 
is all that is necessary, it is well to 
include in our report a general resume 
\ny 
important items which we have been 
unable, or requested not, to verify 
should be clearly set forth, with ref- 
erence to any amplifying comments in 
regard thereto which 
elsewhere in the report. 


of the scope of the examination. 


may appear 

\s stated in the beginning of my 
talk this evening, the subject of audit 
reports is such a large one that I have 
not attempted, in the preceding re- 
marks to do any than offer a 
general picture of the requirements 
of an audit repori as a backg:ound for 
the particular message which I hope 
to convey to vou. 


more 


This message has 
to do with the difficulties. 


The matter of attitude, is, I be- 
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lieve, one of the outstanding dithiculties 
which is encountered by members of 
the staff in writing audit reports. Be- 
cause of the importance of the report, 
and the impossibility of securing any 
definite rules for their guidance, many 
auditors have felt within themselves a 
certain fear in writing reports. Some 
of this fear may be the result of a 
lack of confidence in their own ability 
to clearly present the results of their 
[ have had it said to me 
many times, “I feel contident that I 
know how to make a good audit and 
that | how to prepare the 
schedules, but when it comes to writing 
the report | find myself at sea.” As a 
this feeling, the au- 
ditor very often delays writing the 


audit work. 


know 


consequence of 


report and finds it necessary to pick 
up the threads anew when he finally 
does start with consequent loss of time 
and conditions 
that in the mind of the 
there is a gap between the 
work and the writing of the 


effectiveness. These 
indicate 
auditor 
audit 
report. 
coordination and cor- 
between the audit work 
writing the report is, in 
my opinion, the principal cause of 
the difficulties which some auditors 
experience in the preparation of re- 
ports. 


This lack of 
relation 
and 


The rendition of a good report 
is the final goal of the assignment and 
all of our work should, therefore, be 
so laid out as to attain this goal. It 
is, Of course, not always possible at 
the beginning of the engagement to 
determine just what kind of a report 
would be suited to the case in 
hand. This applies more especially 
to original 


best 


and to a 
continuing = en- 
However, I believe that, 


engagements, 
extent to 
gagements. 


lesser 
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if the auditor keeps before him the 
idea that all the work he is perform- 
ing is for the purpose of rendering a 
good report, he will find it possible 
to arrange for the necessary correla- 
tion between the auditing work and 
the writing of the report soon after 
the beginning of the engagement. 

As an illustration, take the operat- 
ing comments in the report. If the 
nature of the business warrants more 
or less detailed comments on the op- 
erations, the analysis and 
schedules should be provided for as 
a part of the program. We should 
not leave the development of explan- 
ations for fluctuations until the time 
of writing the report, since we will 
then probably find that we have not 
the necessary data from which to com- 
pile intelligent comments. 


necessary 


Moreover, 
as previously pointed out, the compara- 
tive review of the operations with 
those of the preceding year, and some- 
times within the year itself, offers a 
very satisfactory auxiliary method of 
auditing. 

Along these same lines, I believe 
that the auditor should write into his 
working papers full comments regard- 
ing any items which he intends to dis- 
cuss in the report. These comments 
should be written at the time the item 
is investigated, and the style should 
be approximately that which the audi- 
tor expects to use in the report. One 
of the main advantages of this pro- 
cedure comes from the fact that the 
auditor at the time has all the cir- 
cumstances in his mind and is not 
likely to overlook any essential de- 
tail. Jf the writing of these com- 


ments is deferred until the report is 
heing written, it very often happens 
that the auditor will find that there is 
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some data missing which is esssential 
to a proper presentation of the point 
which he has attempted to make. 

Moreover, this procedure, | believe, 
tends to improve the style of the re- 
port and to eliminate the objection- 
able feature of sameness which too 
oiten creeps in as a result of writing 
all of the report at one time. By 
completing the comments at the time 
of investigation, the item is surround- 
ed with all of the local color and the 
auditor’s choice of English is likely to 
be better than if he composes all of 
the report at one time. 

What has just been said with re- 
spect to developing the comments for 
the report during the course of the 
audit naturally leads to the further 
thought that, whenever possible, the 
report should be written at the client’s 
office. Supplemental inquiries, the 
further looking up of records, etc., 
for which necessity may be disclosed 
when writing the report, can be most 
readily and effectively done while the 
auditor is still at the client’s office. 
There is a tendency too, to slight the 
investigation of a matter which does 
not develop until after the return to 
our office. On occasion, also, the client 
or his staff may feel annoyed by the 
apparent reopening of our audit which 
appeared to have been completed upon 
leaving the client’s office. Incidentally, 
the client is not aware of the time 
which the preparation of the report 
may have required if the work there- 
on has been done in our office rather 
than in that of the client. As in the 
case of all rules, there are warranted 
exceptions, but members of our staff 
will make no mistake in observing 
this as a general rule just as far as 
feasible. 


Ol 
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Synopsis of Discussion 

The inclusion of graphs in reports 
was considered, but it was agreed that 
in the usual engagement, the expendi- 
ture of time necessary to pro- 
duce charts of any great value was 
not commensurate with the results to 
be achieved and that statistical sum- 
maries properly prepared could be 
used to achieve the desired results. 

It was suggested that more consid- 
eration should be given to analysis of 
the balance sheet through the use of 
ratios and ot based on 
It was pointed out, how- 
ever, that unless intelligently handled, 
reviews based on ratios are danger- 


reviews 
such ratios. 


ous; for instance, a ratio of accounts 
receivable to sales will vary according 
to the class of business so that any 
comparison ought to be with companies 
in similar lines of business. Such 
comparisons are difficult to obtain, 
partly because of the inability of a 
firm of accountants to disclose any 
information obtained from audits of 
other concerns, and partly because of 
the secrecy maintained by many con- 
cerns regarding their operations, Also, 
oftentimes, the accounting firm has 
only one client in a particular busi- 
ness. Where, however, between pe- 
riods, striking differences arise in the 
business audited, these differences 
should be brought out and commented 
upon. 

The utilization of statistical data in 
the client’s files was suggested ; for in- 
stance, mileage statistics in a railroad, 
tonnage produced and sold in a mining 
company. An intelligent use of such 
statistics not only helps the auditor in 
accounting for fluctuations in reve- 
nues and expenses but also aids him in 

(Continued on Page 24) 
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Accounting Experience 


sy Hermon F. Bei 


When a representative asked me for 
a short article for the JouRNAL, he 
left with me the responsibility of 
choosing the subject. Decision had to 
be made whether to write on a strictly 
technical subject, discuss some moot or 
open question of accounting theory or 
procedures, or endeavor to present in 
a non-technical way some topic pri- 
marily of business interest. 

Thinking upon this choice of a sub- 
ject, | decided to make a few com- 
ments on a subject that in a sense falls 
in its various phases in all of the 
three groups or classes of topics men- 
tioned. 

Nothing is more valuable to us as 
firm than the 
right kind of accounting experience, 
while to clients 
is also largely dependent thereon. 

So large a subject can be treated 
only in outline at this time. For con- 
venience this informal consideration of 
accounting experience is grouped 
around four questions : 


individuals or to the 


the service rendered 


I. What is accounting experience, 
and what is its nature and authority? 
Is the past to be 
summed up in a series of rules, pre- 
cepts, or accounting instructions which 
when mastered and followed will make 
one experienced, or to what extent or 
in what degree is accounting experi- 


wisdom of the 


ence more vital and different from any 
summarized science of accounting ? 


Il. How may accounting experience 
be gained, and what is the effect of 
our mental attitude upon our achieve- 


ments, or to what extent or in what 


way do we limit our own accounting 
experience needlessly 7 


Ill. The client’s interest in our ex- 
perience. 


[V. The possibility of progress, and 
the mutual benefits from the best type 
of accounting experience, to the indi- 
vidual, the firm and clients. 


I 

Experience as used in these para- 
graphs means accumulated wisdom. It 
is gained by study and by reading, by 
contact with those of larger or differ- 
ent experience, and probably most of 
all by what we do ourselves, the prob- 
lems we meet and the way in which 
we solve them. 

It is true that much can be learned, 
and many mistakes can be avoided by 
careful study of what others have 
found good procedure, and which has 
become so established as by many to 
be accepted as an absolute rule. Con- 
tact with those of larger experience 
sometimes astonishes us at first, as we 
see how they seem to ignore or go 
contrary to 
which we have 


some of these 
come to are 
infallible and to be followed at all 
times. Such differences may seem 
greater sometimes than they really 
are. But in any case, in my opinion, 
we do not have a good background 
of accounting experience until we 
have: 


precepts 
believe 


(a) Learned the so-called estab- 
lished rules and standards ; 


(b) Come to realize, by contact 


with eminent practitioners, that good 
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ditferent 
from observance of an established pro- 
gram or procedure, but has an element 
of personal understanding and initia- 
tive or ina word the clement of 
satility ; 


accounting practice is far 


ver= 


(c) .\ttained ourselves such freed- 
m as to methods and procedure that 
we are not bound down by our own 
past experience, or by rules and pro- 
vrams, but guided forward by them 
all. 

In short we learn the precepts of 
accumulated experience, then we learn 
to modify them wisely, and finally we 
should be able to create new procedure 
in case of new condition. 


II 


Probably all young accountants, 
and older ones too, agree in a certain 
degree of emphasis upon the value of 
accounting experience. The question 
is how is it gained. 

Familiar to all of us are the rules 
of \ccountancy Boards prescribing as 
essential for certificates specified ex- 
perience, measured usually in terms of 
so many years practice, modified at 
times by some credit for academic 
training. Of course such rules and 
measures have to be established as 
standards, but we all know that ac- 
counting experience is not measured 
solely or even in very large measures 
by elapsed time only. 

One man may have more experience 
in a month than another in a year, 
due partly to circumstances, but large- 
ly to himself. 

Experience has two elements, the 
outer and the inner. It depends upon 
environment, happenings, what there 
is to be seen and felt and studied, but 


NX 


also upon the personal qualities we 
bring with us. 

Of the newly appointed Poet Laure- 
ate of [England it is said that out of 
earnings of a dollar a day in a carpet 
factory in Yonkers, he began to buy 
books, hoping to become a physician 
some day. By chance he bought a 
Chaucer and found in it “a 
new world of wonder and delight” and 
hegan himself to write. To you or to 
me Chaucer may mean little or noth- 


ing. 


copy rf 


Victor Hugo in one place writes in- 
terestingly of the effect upon himself 
as a boy when he first came upon a 
book by Lucretius. For the whole 
day he was entirely oblivious to hun- 
and weariness. afterward 
he had a different outlook upon life. 

Any worth while experience, includ- 
ing the best 


ger ver 


type of accounting ex- 
perience, has elements of likeness to 
the foregoing illustrations. It must in- 
clude what we bring as well as what 
we meet. 

It is in itself no sure token or guar- 
antee of broad and versatile experi- 
ence to become associated with an emi- 
nent practitioner, or member of a suc- 
cessful organization of enviable repu- 
tation. The opportunity is indeed pres- 
ent, but that is all. 

[ feel that by far the larger part 
of the difficulty of many juniors, and 
perhaps of others also, in attaining 
the right kind of experience, is in 
their own mental attitude, too much 
of imitation and too little self reliance. 
In our organization we all appreciate 
our practical dependance from day to 
day upon the work of proof readers 
and the general excellence thereof. No 
criticism or reflection upon their work 
is implied in the following quotation, 














which perhaps should appeal to us 
especially, because we should be able 
to sense at once the force of it. 
lf a young man is “wholly ab- 
sorbed in imitation he is like a proof 
reader; if he is successful he is 
taken as a matter of course, and he 
gets no credit; if he is unsuccessful 
and makes mistakes, he is awkward ; 
he soon realizes that the most 
promising rewards for the most care- 
ful efforts are negative and he is 
simply goaded on from fear of the 
consequences of failure,— —But when 
the idea fairly dawns upon them that 
true scholarship is not some mystical 
quality of genius—but in simple hon- 
‘in reasoning and 
weighing and following evidence’ they 


esty to one’s selt 


preceive that the difference between 
the greatest and the smallest consists 
only in the quickness and comprehen- 
siveness and thoroughness and humil- 
ity of their work. Truth to one man 
is truth to all if they can get exactly 
the same data and the same stand- 
ards.” 

Effective indeed all 
progress in knowledge and wisdom, is, 


experience, 


if | understand aright, based upon 
three elements or factors: 


(1) Habit, which enables us to make 
so much of our work almost auto- 
matic. . 

(2) Association of ideas, or the re- 
lating of each new experience to past 
experience. 

(3) Freedom of thought so that we 
can rightly evaluate present problems 
and not blindly relate them to past ex- 
perience without discrimmination but 
meet new problems in a new, and 
original, way, if need be. In this con- 
nection [ particularly like the follow- 
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ing from Carlyle: “It is not necessary 
a man should himself have discovered 
the truth he is to believe in——The 
merit of originality is not novelty; it 
is sincerity. The believing man is the 
original man; whatsoever he believes, 
he believes it for himself, not for an- 
other.” 
III 

lf there is even a modicum of truth 
in what has been written thus far, 
surely all clients must be greatly con- 
cerned with the measure and the kind 
of experience of those who do even 
the more routine phases of audits. 

The firm’s chief asset is, and always 
will be, in my opinion, the personalities 
that guide it and in the character 
and experience of men and women 
throughout its entire organization. 

Accounting experience, in relation 
to our work for clients has two main 
phases or aspects : 

(1) General accounting experience. 

(2) Specialized accounting and bus- 
iness experience. 

When these two are united the in- 
terests of the client are best served. 
We all appreciate to some extent, but 
would often do well to give greater 
thought to the large fund, as it were, 
of accumulated experience, available 
throughout our organization, especial- 
lv as respects experience of the differ- 
ent offices and staff members along 
specialized lines, all with the back- 
ground of general accounting experi- 
It is such experience that en- 
ables one to seize at once upon the 
salient features of a new problem and 
leave the unimportant and non-essen- 
tial alone. 

There is one other phase of our ex- 


ence. 


(Continued on Page 23) 
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The Organization of the Senior’s Engagements 
in the Busy Season 


By N. Cary Haywarp 


(Bost 


The concentration of a large pro- 
portion of the professional account- 
ant’s engagements in the first two or 
three months of the year presents a 
number of 
include : 

The direction by the 
mstances) olf a 


special problems. These 


senior (in 
number of 


many 
cngagements 
simultaneously. 
xf members of the staff 
as assistants for the first time on the par- 
ticular engagement. These men are care- 
fully selected on the basis of their ability 
and experience. However, they 
essarily be somewhat unfamiliar with the 
and accounting methods in use 
at clients’ offices, so their assignmeiut to 
engagements implies on the part of the 
senior increased responsibility for super- 
vision and control. 

The 


rece i\ c 


The assignment 


will nec- 


systems 


demand on the part of clients to 
their 
alter the yearly closing, in order to have 
audited statements ready for presentation 
to stockholders at their annual meeting, to 
avoid delay in the preparation of tax re- 
turns, and for other reasons. 


reports as soon as_ possible 


Under these conditions, the senior’s 
problem is to save all possible time in 
completing his assignments. A certain 
amount of pressure and overtime work 
is unavoidable at this season of the 
year, but it can be reduced somewhat 
by the use of a well-organized plan 
The 
principal features of such a plan are 
presented in the succeeding paragraphs 
of this paper. 


for handling the engagements. 


Schedule of Assignments 
The 


some 


senior 
time 


know 
work 


will ordinarily 


before the actual 


” 


Ojtnce) 


commences what engagements he is to 
handle. .\ written schedule of assign- 
ments, containing the following infor- 
mation for each engagement, will be 
found useful in planning the work and 
making arrangements with the assign- 
ment clerk for the necessary assist- 
ance : 
Vame of Client 
1. Nature of the 
tax-special ) 


engagement (audit- 


&e Reports to be 
tax returns) 


submitted (including 


3. Date on which reports should be de- 
livered 


+, Dates when client’s books will be 
closed 
Cash book 
\ccounts receivable ledger 
Voucher Register 


General Ledger 


ey 


Details of the audit to be completed 
before December 31st 


» Schedules to be 
client’s staff 


prepared by the 


7. Estimated 
we ork, by 


hours required for field 
months (stated separately 

for the senior, permanent staff assist- 

ants, and temporary staff assistants) 
8. Number of assistants 
which 
and 


required and 
work will probably 
finished 


dates on 
be started 
9, Information relating to year-end work 
Cash counts 
Examination of securities 
Supervision of physical inventories 
Items 7, 8, and 9 should be sum- 
marized at the foot of the schedule 
in a section “Time Summary—All 
Clients.” 
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In estimating the time required for 
the engagements, a reasonable allow- 
ance should be made for any delays 
that may arise and for new features. 
On the completion of this schedule 

assignments, the should 
make a study of his engagements as 


of senior 
a whole, to determine the exact order 
in which the work is to be carried out, 
where to place his best assistants, and 


J 
lL. 


GU RN A 
ments which do not develop vatil after 
January Ist. 
Audit Programs 

The schedule of assignments should 
be supplemented by a fully-detailed 
audit for each engagement, 
so planned as to enable the senior to 
direct the work with the least loss of 
time. This is of particular importance 
in those cases where the senior is un- 
able to give his full time to one en- 
gagement. .\ suggested form is shown 


program 


below: 


COMPANY 


AUDIT PROGRAM—December 31, 1929 


how to schedule his own time. Some 
of the senior’s time should be re- 
served, if possible, to handle engage- 
A. B. JONES 
Work to be Done 
CASH (Client’s records will be ready 1/5) 
Write letters requesting confirmation of 


bank balances direct to our office 
Count petty cash fund (14—8:30 A. M.) 
Obtain bank statements from client and re- 
concile, vouching checks for period nec- 
essary to cover outstanding : 


First National Bank of Boston 
State Street Trust Co., Boston 
National Shawmut Bank, Boston 


Equitable Trust Co., New York 
\dd cash books for: 
November 


December 


Trace December cash receipts to deposits 
in bank statements : 
Trace all transfers between funds in De- 
cember 
Work to be Done 


ACCOUNTS RECEIVABLE 
ledger will be closed 1/8) 


(Subsidiary 


“heck client’s tapes of open balances to sub- 
sidiary ledgers and to controlling account 
in ledger 


Check ageing schedule prepared by client 

Check schedule of collections from ™% to 
1/20/30 prepared by client 

Test sufficiency of reserve for bad debts 


Ete., ete. 


Progress of Work 


Esti- Reviewed Work 
mated By Done 
Hours Started Completed Senior By 
1 12/26 12/26 12/26 NCH 
l ty 2 iv 2 ‘e JCW 
3 fees: l/ 5 JICW 
l Ly 5 if 5 TCW 
l iS 1/ 6 JCW 
iY, 1/ 6 vO ICW 
3 12/20 12/21 AGB 
3 
3 
2 
Progress of Work a 
Esti- Reviewed Work 
mated 3V Done 
Hours Started Completed Senior By 


10% 1/ 8 AGB-LSM 
1V, 
7% 12/20 12/21 12/21 NCH 
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In the sample program shown above, 
it is indicated that the senior’s review 
of bank reconciliations is yet to be com- 
pleted, some of the work relating to 
cash has not been started, and two as- 
sistants are checking the client’s tapes 
of open balances in the accounts re- 
ceivable ledgers. 

Information regarding progress of 
the work (shown in the last four col- 
umns) should be filled in by the senior 
as the work proceeds. 

A useful device is to give each man 
a manilla folder in which to keep his 
written instructions, sample forms, 
and partly-completed working-papers. 
Completed schedules should be placed 
in the senior’s folder for his attention. 

By reference to an audit program 
of this type and to the schedules which 
have been completed since his last 
visit, the senior is able to keep very 
close supervision of several engage- 
ments at the same time, without hav- 
ing to give more than a minimum of 
his own time to this part of the work. 


Preliminary Work 


Any steps that can be taken to re- 
duce the time requirements in January 
and February, when the accountant is 
busiest, will help to relieve the situa- 
tion. The completion prior to Decem- 
ber 31st of as many of the details of 
the audit as possible is therefore par- 
ticularly important. .\ partial list of 
such items follows: 

Preparation of: 

Schedule of assignments 
Audit programs 
Pro-forma statements for the current 
report (including last year figures on 
comparative statements ) 
Comfirmation letters to 
others 


banks and 
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Verification of clerical accuracy of books 
Test of cash receipts and disbursements 


Analysis of changes in fixed assets and in 


depreciation reserves (through Nov. 
30th ) 
Test of sufficiency of bad-debt reserve, 


based on the situation at November 
30th. Consideration should be given to 
deliquent charged off at 
that date 


accounts not 


loss 


Analysis of profit and 
(through Noy. 30th) 


accounts 


Schedules of securities owned on Decem- 
ber 29th or 30th 
tion at year-end) 


(for use in examina- 


Use of Current Carry-Forward File 
of Working Papers 


There is a certain amount of in- 
formation relating to each engagement 
which does not change to any extent 
between audits. When questions come 
up during the course of the current 
audit with regard to any of these mat- 
ters, as, for example, the exact terms 
under which the preferred stock of a 
corporation was issued, a search of the 
files of working papers for several 
vears back may be necessary to locate 
the desired information. ‘This takes 
time, and should be eliminated if pos- 
sible. It is therefore suggested that 
any information of recurring interest 
be accumulated in a separate file of 
working papers called “Current Carry- 
forward File.” Such a file, properly 
indexed for quick reference, may con- 
tain a copy oft the latest audit program, 
notes relative to leases and general 
contracts, excerpts from by-laws or 
articles of co-partnership, minutes of 
important stockholders’ and directors’ 
meetings, terms of capital stock issues, 
information pertaining to ledger ac- 
counts, and any other general informa- 
tion. 
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Organization of the Work 


that the schedule of as- 


signments may be completed and the 


In order 


work more efficiently organized, a con- 
ference should be arranged with each 
client (not later than December 15th) 
for a preliminary discussion of the 
this 
when the 


engagement. \t conference we 


should ascertain various 
closed and 
when our report should be delivered. 
We should make arrangements 
for preliminary work and for 
counts, examination of securities, and 
other taken 
December 31st. 


books and records will be 


also 
cash 


work to be care of at 


Since the senior may be handling 
several assignments at the same time, 
his participation in the engagements 
will ordinarily be limited to direction 
of the with the 
supervisor and with the client regard- 
ing unusual items, review of completed 
work-papers and schedules, and_ pre- 
paration of the report to be submitted. 
The senior is responsible for the cor- 


work, conferences 


the details, however, and 
he sure that the work is 


rectness of 
must 
right. 


clone 


The senior should form an opinion 
of the ability of each assistant, ascer- 
tain his previous experience, and reach 
a careful decision as to how much he 
can depend on him. 


even though the assistants may be 
assigned to an engagement for the 
first time, they will have a general 
familiarity with the purpose of the 
work to be done and the methods to 
be followed. However, the senior’s 
instructions should be explicit ; prefer- 
ably in writing. It is frequently ad- 
visable for the senior to head-up the 
schedules to be prepared. 
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Enough work should be planned 
ahead for assistants to keep them busy 
until the next visit of the senior. If 
difficulties arise during his absence, 
assistants should communicate with 
him by telephone, rather than to waste 
time. 

The client’s statf should be used as 
much as possible, to expedite the work 


and reduce the cost of the audit. 
Report Writing 


Certain parts of the text which is 
to accompany the audit report can be 
written in advance of the completion of 
the work at the client’s office, as, for 
example, comments regarding cash, se- 
curities, property accounts, and other 
halance sheets items, This method per- 
mits the senior, while on the job 
directing the details, to be engaged on 
part of the work which 
turned over to assistants. 


cannot be 
The details 
are then clearly in mind, and the pos- 
sibility is avoided on having to return 
to the client’s office for necessary in- 
formation aiter the 
heen completed. 


work there has 


To summarize, this plan of organ- 
ization contemplates the following : 
The preparation and use of a schedule of 
assignments 
Fully detailed audit programs, so planned 
as to enable the senior to direct the 
with the least loss of time 
Completion of all possible preliminary 
work before December 31st 


work 


The use of a current carry-forward file 
of working papers containing general 
information (for quick reference) 

Organization of the work to relieve the 

senior of as much of the detail work a& 

is possible 


The preparation of the report text during 
the course of the work 
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The Saint Louis Office 

During the past few years our clien- 
tele in Saint Louis has been growing 
rapidly. While the need for an office 
in this territory has been felt for some 
time, the decision to establish one was 
not finally reached until February of 
this year. Immediately following this 
the arrangements 
were made and the opening of the 
office formally 
March first. 

The office is located at 411 North 


decision necessary 


was announced on 


SEATTLE L. C. Smith Building 
FOREIGN 

Lonpon, ENGLAND 13, Charing Cross 

Paris, FRANCE Rue des Italiens 

BERLIN, GERMANY 56 Unter den Linden 


Seventh Street, in the center of the 
business district. It is difficult to pro- 
cure desirable space in Saint 
Louis, but fortunately a favorable 
suite was obtained in a recently con- 
structed modern building. 


ottice 


The city of Saint Louis is located 
on the Mississippi River at the june- 
tion of the River and 200 
miles north of the Ohio River. It is 


Missouri 


the sixth largest city in the United 
States, having an estimated popula- 
tion of 857,400. Owing to the fact that 
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it is not within a county and that it is 
restricted to an square 
miles, its largest population growth in 


area of Ol 


recent years has occurred outside its 
actual boundaries. The — estimated 
population of the district which is con- 
sidered as belonging to Saint Louis is 


1,350,000. This city is the second 
largest transportation center in the 
United States having 19 trunk line 


railroads with 26 lines radiating in all 
directions. I‘urthermore, it is at the 
center of the great inland waterway 
development which comprises 13,394 
miles and which connects by water 29 
of the principal industrial cities of 20 
states in the Mississippi Valley. 

Saint 
quarters 


Louis is the banking head- 
for all of the southwestern 
and much of the southeastern part of 
the United States. With an annual 
value of products amounting to $942,- 
Q00,000, it stands sixth in this country 
as a manutacturing center. 

The Saint Louis office has among 
its diversified list of clients, companies 
who manufacture air-planes, air-plane 
motors, large metal valves and _ ice- 
making machinery; distributors of 
motor trucks, and of ice, coal, fuel oil 
and novelties; fur finishers and dyers; 
and a national aerial transportation 
company. 

Mr. Raymond L. Ward, who was 
appointed manager of the Saint Louis 
otice has been conected with the 
Chicago office staff for the past six 
years. 


Silence 
The outstanding financial genius to- 
day is George F. Baker, President of 
the First National Bank. Some years 


ago when the elder Morgan went to 
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urope during a critical time, he called 
his partners around him and told them 
that if any emergency arose during 
his absence, they should consult Mr. 
Baker and whatever Mr. Baker told 
them to do, they should do. 

Almost the outstanding virtue of a 
public accountant is reticence, both 
about his personal affairs and about 
the affairs of clients. Everyone is apt 
to forget the importance of this virtue 
and for that reason we should remind 
ourselves of it at frequent intervals. 

It is said that the only newspaper 
interview which Mr. Baker has ever 
given consisted of 114 words and is 
mainly in praise of silence. He said: 

Business men of America should 
their talk at least two-thirds. Every one 
should reduce his talk. There is rarely ever 
a reason good enough for anybody to talk. 
Silence uses up much less energy. I 


reduce 


don’t 
talk because silence is the secret of success. 

I did nothing unusual when I began. My 
first job that I chose to call a job was in 
a small bank in Albany. I was a very quiet 
worker and that served to distinguish me. 
It was there that I made and invested my 


first thousand dollars. Then I simply 
planned my way to Wall Street. It was 
with this money that I bought the First 
National Bank. 

Notes 


The several national organizations 
of accountants will hold their 1930 
conventions as follows: 

American Institute of Accountants at 
Colorado Springs, Colorado, Sep- 
tember 15-18. 

American Society of Certified Public 
Accountants, at Denver, Colorado, 
September 8-15. 

National Association of Cost Account- 
ants, at Syracuse, N. Y., June 16- 

19, 
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Simplification and the Accountant 


By Gro, 2 


(Division of Simplified Practice, 


Bureau of 


“Good will, in its commercial sense, 
is the present value of the right to re- 
ceive expected future  super-profits, 
the term ‘super-profits’ meaning the 
amount which future revenue in- 


crease or advantage, to be received, is 


by 


expected to exceed any and all econo- 
mic expenditure incidental to its pro- 
duction.”” Such is one definition given 
to it. Every business, whether or not 
successful, looks forward to attaining 
or increasing good will. 

“We use it—we like it.””. This sums 
up very briefly and to the point, one 
manufacturer’s idea of simplification. 
It likewise proves to be the net total 
worth of our good will. No monetary 
value can be placed on it, but to us 
that expression is priceless, because it 
tells you and everyone the general im- 
pression of Industry in regard to sim- 
plification. 

There are other subjects affecting 
accountants in their work including 
taxation, valuation, depreciation, over- 
head expense, statistics and graphics, 
credits and collections, banking, bank- 
ruptey, financial statements, and 
others; but last, though far from least, 
we must add inventories. 

Inventories occupy a prominent 
place in the sun right now, insofar as 
accountants No less 
an authority than THe AMERICAN 
ACCOUNTANT permits me to quote 
that “the importance of the inventory 
item of a certified financial statement 
in the eyes of the banker is indicated 
hy the statement made by a cashier of 


are concerned. 


\. COOPER 


Standards, U. S. Department of Commerce) 


a western bank at a recent meeting of 
the Oregon State Society of Certified 
Public \ccounts, to the effect that he 
had made a survey of 3842 financial 
statements and found that the inven- 
tory constituted 24 per cent the 
total shown in the statement. 
He cited those figures, and added that 
the banker is particularly interested in 
the problems of obsolescence, writing 
up, and unbalanced items, in connec- 
tion with inventories.” 


of 


assets 


.\ conclusion reached by others was 
that there seemingly exists a field for 
a new type of professional worker— 
that of the inventory specialist, or en- 
gineer—call him what you will. 

The intelligent application of sim- 

plified practice helps reduce inventor- 
ies, rids shelves of “dead wood,” tends 
to eliminate obsolescence, increases 
turnover, cuts down time of taking 
physical inventories and goes a long 
way in helping the accountant verify 
the inventory. It helps relieve that 
uncertain feeling when you attach 
your signature to the inventory certi- 
fication, 
Simplified practice is the reduction 
sizes, dimensions and immaterial 
differences of commonplace commodi- 
ties as a means of eliminating avoid- 
able waste. 

The Dutch shipbuilders of the 17th 
Century were the founders of indus- 
trial simplication, according to one re- 
port. They built parts of ships in dif- 
ferent ports and then brought them 
together at one assembly point. This 
is the first known instance of inter- 


in 
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changeability in manufacture on a 
large scale. 

li Whitney in 1809, applied ma- 
chinery to the entire manufacture of 
firearms, of which he made a large 
quantity for the United States. In 
the words of a contemporary writer: 
“For every part of a musket, he has a 
mold, and there is said to be an ex- 
actitude in the finishing that every 
part of any one musket may be adapted 
to all the parts of any other.” Thus 
it will be seen that simplification was 
applied even in that day and age with 
comparative success, and Mr. Whit- 
ney’s inventory probably was reduced 
accordingly. 

A large garage company simplified 
its equipment to one make of motor 


trucks and one make of passenger 
cars. It reduced spare parts stock 


from 20,000 to 5,000 items, reduced 
varieties of tires, oils, greases, etc., 
decreased stockroom space and invest- 
ment, reduced purchase prices and 
costs 2 cents per mile in 1922 over 
1921 and 5 cents per mile in 1922 over 
1920. 

\ large chain hotel simplified its re- 
quirements and reduced costs of items 
simplified, 20 per cent below former 
cost, released $350,000 from former 
saved $100,000 per 
year. How? By reducing 30 styles of 
glassware to 10, 15 designs of carpets 
to 3, many patterns of table linen to 1, 
and similarly simplifying nearly 200 
other supply items. 

There 108 new patterns of 
sterling silver flatware turned out by 
9 manufacturers in ten years beginning 
January 1914. The cost of dies per 
pattern was $30,000 and the value of 
stock was $60,000 per pattern, making 
a net investment of almost $10,000,- 


inventories and 


were 
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QOO. Simplification reduced new pat- 
terns to one every two years, per man- 
ufacturer. The saving in ten years 
on dies and stock alone, estimated by 
members of the industry, will be over 
$5,000,000. 

Mr. T. R. Preston, president of the 
American Bankers’ Association, says 
that “85 per cent of all checks issued 
now are simplified checks” and_ that 
“universal adoption will save $20,000,- 


OOO a the conduct of 
3k 


year in busi- 


ness.” 

\ large utility reports that simpli- 
fication reduces inventory investment, 
inventory discrepancies and overhead 
expenses, increases efficiency of work- 
ers, purchasing power, tends to better 
and simplified inspection, a more ac- 
curate accounting system and quicker 
deliveries. A three year campaign re- 
sulted in reducing inventories 36 per 
cent—inventory discrepancies from 1.9 
per cent to 4+ per cent—and expenses 
36 per cent. Their turnover will now 
average 3 times a year, whereas it was 
formerly 1.7 times a year. The effi- 
ciency of their records increased 29 
per cent and their investment in ma- 
terials as of December 31, 1927, re- 
flected favorably with 33 other large 
utilities as it ranked second lowest 
when compared with plant investment 
and fourth lowest when compared with 
veross earnings. Other large utilities 
have followed the same relative scheme 
with comparative results. 


The accountant is interested in 
Commercial Forms. The nature of 
his work necessitates it. THe AMeEr- 


ICAN ACCOUNTANT reviewed and ex- 


” 


* The size of the simplified check is 33% 
x 836” 




















plained the simplified invoice form 
very thoroughly. 

One large company reviewed 16,000 
forms. Changes in color or paper were 
made in 500, 75 were discontinued, 9 
revised, 45 combined to 22, letterheads 
reduced from 161 to 27 and pen points 
reduced from 30 to 6. 

General Lord, Director of the Bud- 
vet, says that “a deficit is what you've 
got. when you haven't as much as you 
had when you didn’t have anything.” 
You can judge just how accurate that 
definition is. 

But simplification and deficits just 
don't occupy the same berth. Indus- 
tries concerned estimate that 10 simpli- 
fied practice recommendations alone, 
are saving American Industry approxi- 
mately $300,000,000 a vear. 


This is what one manufacturer 
wrote us: 
RRCGUCES TVEREOPY sx.cceccecncccesescnscasscasseace $10,000 


Saves interest on capital tied up in 


SOS SON eicccsasescescercstencenscaweenconieess 600 
Releases storeroom space for more 

SROGMICENUI CERO. <5 cncicciersnvessessecticriireseentes 1,200 
Reduces handling charges...............:000+ 1,200 
keduces interruptions for readjust- 

stil GE TRERAELY scccsecocsscaveccacenesesess 300 


Increases productive capacity of em- 

ployees and machines 
Reduces clerical work ......... 
Improves quality of product 


FMETEASES: BUENOVEL cscccsesscccoccsccsccsscescsoves. ZOSOOU 
Facilitates comprehensive planning 

ior investment in inventories of 

both raw materials and_ finished 

PCEMIOES? ss. cexssscsnstcssiscesiscsreeesvecossaninaers 5,000 
Reduces selling expense.............cssscee 1,000 
Total: armisal SQW osccccicsccesscsssssscccevesns $45,000 





Could anybody point a more descrip- 
tive picture ? 

The ultimate consumer pays for it 
all. Since we are all consumers, we 
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should cooperate to eliminate waste in 
production, distribution and consump- 
tion as the means of reducing our own 
costs. If you cannot apply simplifica- 
tion to the things you sell, then apply 
it to the things you buy. Concentration 
of your purchasing power on the sim- 
plified 
practicable, will help industry effect 
savings which should redound to you. 

Simplification means one or more 


lines whenever possible and 


of these advantages to the consumer: 


1. Lower prices. 


2. Better quality. 

3. More prompt deliveries. 

4. Ease of installation. 

5. Smoothness of operation. 

6. Simplified specification and nomen- 


clature. 
7. Wider markets. 
8. Greater satisfaction. 


The percentage of adherence to sim- 
plification applying to 12 building and 
construction commodities, averages 
over 87 per cent; for 7 hardware and 
mill supply items, over 80 per cent; for 
2 plumbing supply items, over 98 per 
cent; and miscellaneous com- 
modities, over 91 per cent. The 1928 
average for 24 fields is over 87 per 
cent. 


for 3 


Acceptances of 
recommendations 


simplified practice 
have been received 
from 13,096 individual companies and 
1094 trade associations. 

However, another and more striking 
fact is evidenced in the steadily rising 
average of adherence over a steadily 
increasing number of completed sim- 
plifications, for this result can mean 
but one thing; that American Indus- 
try has found that simplification pays 
and pays well. If there were no dol- 
lars and cents benefits from simplifi- 

(Continued on Page 24) 
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New York Franchise Tax on Ordinary 
Business Corporations 


By JouNn 


(New } 


The franchise tax on ordinary busi- 
ness corporations is imposed under 
\rticle 9A of the New York Tax Law 
(L. 1917, C. 726, as amended to date ). 
It must be distinguished from the 
franchise tax under Art. 9 of the Tax 
Law, which applies to real estate and 
holding corporations only. Other arti- 
cles of the law relate to the taxation 
of special treatment corporations and 
are not considered in this discussion. 


Report 


July Ist is the due date for the filing 
of this report (Form 3IT) with the 
State Tax Commission, Albany, N. Y. 
For a fiscal year ending March 31, 
April 30, May 31 or June 30, the re- 
port is due 30 days after the actual 
date of filing of Federal return. If 
organization is perfected and stock is- 
sued subsequent to June 30, but prior 
to Nov. 1, report of stock issue must 
be filed before Nov. 30 (Form 60 CT). 
A change in the annual accounting 
period from a calendar to a fiscal basis 
requires the report to cover a period 
of more than one year. Extension of 
time (no tentative state report is 
necessary) to file Federal return, per 
se, operates to extend the time to file 
the state report to a date 30 days after 
the extended Federal date. Extension 
may be secured, upon application, con- 
ditioned upon good cause and accrual 
of interest from Jan. 1 following, 
even though the bill is not rendered 
until a later date. In cases of mergers 


A. MarIkK 


‘ork Office) 


or consolidations, if the property or 
corporate franchises are acquired be- 
tween June 30 and Nov. 1, report is 
due within 30 days after the effective 
date of the consolidation or merger ; in 
all other cases, it is due July Ist. 
Accrual and Payment 

The tax accrues Nov. 1, which is 
the beginning of the franchise tax 
year. Tax liability attaches to a New 
York corporation and its property, if 
the corporation is in existence on that 
date. .\ formal dissolution, as a mat- 
ter of public record, is a prerequisite 
to a termination of such existence. To 
relieve a foreign corporation from tax 
liability it must, prior to that date as 
a matter of public record, formally 
withdraw from doing business in the 
state. The tax is payable Jan. 1, but 
if the bill is rendered as of Dec. 2 or 
thereafter, payment is due 30 days 
atter the date of the bill. Penalty.— 
10% of tax and 1% per month or 
fractional part of month up to pay- 
ment. There is statutory authority for 
the remission of penalties in cases of 
non-wilful defaults. 


Accrual for tax and Accounting 
Purposes 

An accountant does not discharge 

his full responsibilities 

unless he reflects the proper tax lia- 

bility in a corporate balance sheet. For 

Federal tax purposes, taxes are 


professional 


de- 


ductible when paid or accrued, depend- 
ing upon whether accounting is based 
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upon actual receipts and disbursements 
or upon accruals. Under the accrual 
basis a peculiar problem is presented. 
\ tax accrues when the liability is im- 
posed, regardless of the time when it 
is payable or the period for which it 
the time when the 
the tax is determined or 
While it may be correct 
accounting procedure to treat the 
amount of New York Franchise tax 
liability as of Nov. 1 as a deferred 
charge to income to be pro-rated over 
the ensuing tax year, the accountant 
must bear in mind that for Federal 
tax purposes, the full amount of the 
Nov. 1 and can be 
claimed as a deduction only for the 
l-ederal return including that date. 


is assessed or 
amount of 
ascertained. 


tax accrues as of 


Consolidations, Mergers and Acqui- 
sitions 

lf a business corporation acquires, 
either directly or indirectly, through 
consolidation, the major 
part of the assets or franchises of any 
corporation the 
state during a given year, the former 
company is liable for and must pay all 
taxes that may be due and _ payable 
by the corporations on or before the 
succeeding Jan. 1, as though there had 
heen no change in the business of the 
latter company. It is therefore of the 
utmost importance, that the account- 
ant consider this matter to the end of 
reflecting upon the corporate books 
the proper tax liability. It is extremely 
embarrassing to learn that a client has 
received a tax assessment in connec- 
tion with a company, whose assets 
have been taken over without any pro- 
vision whatever to cover this additional 
tax liability of the acquiring corpora- 
tion. 


merger or 


doing business in 
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Change in Accounting Period 

If a corporation changes its annual 
basis of accounting from a calendar 
year to a fiscal year in accordance with 
permission from the U. S. Treasury 
Department, the amount of income re- 
ported in the return from Jan. 1 to 
the end of a fiscal year, which ends 
prior to July 1, must be added to the 
income reported for the preceding 
calendar year. The total then enters 
into the computation of the state tax. 


Consolidated Reports 


A consolidated report of affiliated 
companies should not be filed in the 
absence of direction 
from the taxing authorities. Form 3 
ACT is used for the consolidated re- 
port, which must be accompanied by 
separate returns on Forms 3 IT for 
all of the constituent companies. 


permission or 


Basis of Tax 

Under the existing law, the normal 
rate of state tax exacted from ordi- 
nary business corporations is one of the 
following, whichever yields the high- 
est amount of tax: 
income ; 

(B) On par value stock.—1 mill on 
each dollar of issued capital stock at 
face value; 

(C) On no par value stock.—1 mill 
on each dollar of issued capital stock 
at its market or actual value (but not 
less than $5 per share) as determined 
by the taxing official ; 

(D) 4%% of a base computed in 
accordance with a statutory formula 
(L. 1930, C. 684, amending Sec. 214 
[10] of the Tax Law, signed by the 
Governor, April 22, 1930). 

“From the the 


of entire statutory net 


sum of entire net 
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and salaries and other com- 
pensations paid to all elected or ap- 
paid to any 
stockholder owning in excess of 5% 
of the capital stock of the 
corporation, deduct as a_ specific 
exemption, the sum of $5,000 and any 
net loss for the reported year; from 
the sum so found, an exemption of 
7O% thereot shall be granted and the 
remainder shall be used as the basis of 


the tax.” 


income 
pointed officers and/or 


issued 


(E) In no case, less than $25. 
Salary-Method, Third Minimum 
Tax 
The method described under the 


heading (D) is a variation of the third 
minimum tax or salary-method, which 
was innovated by the 1929 amendment 
(L. 1929, C. This provision 
must be considered in connection with 
the reasonableness of salaries paid by 
a business corporation. This legisla- 
tion was designed to reach the small 
which usually 
adopted the popular form of “mini- 
mizing the tax” by absorbing all or 
nearly all of its profits or earnings 
through the conduit of officers’ sal- 
aries, accounts or other forms of addi- 
tional compensation. The object of 
the legislative attempt was to close 
the doors to the further piling up of 
“disallowance and liti- 
gation.” 

\s introduced into the law, the sal- 
ary-method minimium tax provision of 
1929 provided for the application of a 
rate of 2% toa base consisting of the 
entire net income plus salaries and 
other compensation paid to all elected 
or appointed officers, whether stock- 
holders or not, and to any stockholder 
ownin 5 


385). 


“close corporation,” 


controversies 


© in excess of 5% of the 
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issued capital stock of the corpora- 
tion, excepting dividends and atter 
deducting from the base $6,000, and 
any deficit for the reported year. The 
modification of this method under the 
1930 amendment results in a reduc- 
tion of the effective rate from 2 to 
a rate of approximately 14%, all 
other conditions being balanced. 


Segregation of Assets, Allocation of 
Income 

Where a corporation transacts busi- 
ness partly within and partly without 
the state, the tax is imposed on that 
portion of the net income represented 
by a segregation of certain assets to 
the state. .\ substantially similar seg- 
regation is allowed when the capital 
stock method is used. A departmental 
ruling permits a segregation of assets 
in applying the salary-method min- 
imum provision. 


Treatment of Particular Items 


A\s the net taxable income returned 
to the U. S. Treasury Department is 
the starting point in the preparation of 
the state report, the following items 
are considered in alphabetical order. 

Dividend income is included in the 
base of the tax and requires an ad- 
justment of Federal net income to that 
extent. If the assets of a corporate 
subsidiary are included in the segrega- 
tion of assets of a parent company, 
dividends received from such subsidi- 


ary, subsequent to April 9, 1928, 
should be excluded. 
Interest receivable from Federal, 


state, municipal or other bonds is in- 
cluded in the directory provision of 
the statute, in computing the entire 
net income basis. In Macallen v. 
Mass. 


(1929), rehearing denied, the 














M. 


S. held that 
a similar corporate franchise tax im- 


Supreme Court of the U 


posed in that state, was in effect a tax 
unconstitutional 
to the extent that it sought to operate 


on income and was 
as an imposition upon the income from 
tax-exempt State 

State 
to ac- 
Under the 
pre-existing law in Massachusetts, its 


such as 
The 


declined 


securities, 
and Government bonds. 


of New York 


quiesce in this decision. 


has 


franchise tax on general business cor- 
porations was based on net income 
from all sources 
from 

bonds.” 


“exclusive of income 
state and municipal 
A statutory change omitted 
the words quoted. 


lederal, 


This change was 
a specific attempt to grasp for and to 
exact a tax on income from tax- 
exempt securities not previously taxed. 
Apparently, the State of New York 
is taking the position that a change 
from a base including total value of 
such securities for capital stock pur- 
poses, to a base measured by entire 
net income, which included the income 
from such securities was not a specific 
aticmpt to tax the income from tax- 
exempt securities. The contention is 
that the Macallen case is not on “all 
fours” with the New York situation. 
In other words, this tax is not aimed 
directly at such income but includes it 
only as an incident to the measure of 
the tax. Can the state by any process 
of refined reasoning and weaving of 
legal technicalities distinguish the New 
York law from the Massachusetts 
law? See discussion under royalties. 

Net losses for prior years—For 
Federal tax purposes a net loss of one 
year may be carried forward as a de- 
duction from the income of the two 
succeeding taxable vears. Net losses 


z 
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for prior years not deductible 


under the New York Law. 


are 
Royalties—The Supreme Court of 
Rockwood 
(Mass. ) 
tax income from royalties for the use 
of U. 5S. 


U. S. held under Long v. 
(1928), that a state cannot 


patents. In this respect, 
copyrights fall into the same category. 
Under the Macallen decision (supra) 
the 


chise tax was held to be invalid in so 


Massachusetts corporation fran- 


far as it was measured by income from 
tax exempt sources. .\ccordingly, in- 
S. patents 
and copyrights should be claimed to 


come from royalties on U 


he outside of the purview of the state 
tax. The U. S. District Court, So. 
Dist. N. Y., with the 
I<ducational Films Corp. is confronted 


in connection 
with a test case involving New York's 
right to base its franchise tax upon 
income from royalties for the use of 
copyrights. There is no question that 
a state is prohibited from taxing di- 
rectly any income from U, S. patents, 
copyrights, Federal bonds or securities 
issued by lederal agencies. May such 
income serve as a base for the measure 
of a corporation franchise tax? Paren- 
thetically, this issue bristles with rami- 
fications in respect to accounting pro- 
cedure. If tax-exempt income may be 
from the base of the fran- 
chise tax, are the expenditures in- 
curred in deriving such income deduc- 
tible? If a constitutional limitation on 
such taxation is recognized, will it 
apply equally to equitable owners as 
well as legal owners? In connection 
with the preparation of all reports, 
consideration should be given to the 
protection of the taxpayers pending 
any adjudications favorable to them. 


excluded 
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Report of the Committee on State 
Taxation of the New York State 
Society of Certified Public 
Accountants 


Some of the principal recommenda- 
tions in the committee’s report, dated 
January 7, 1930, in respect to the 
administration of the business corpo- 
ration franchise tax law may be sum- 
marized as follows: 

1. The third minimum tax 
severely criticized in that it taxes a 
corporation, which actually sustains a 
net loss. 


was 


2. The provision for the taxation 
of corporations acquiring the assets 
or tranchises of other corporations 
should be amended so as to cover only 
cases of merger and consolidation and 
not by outright purchases for value. 
Under the existing law, a corporation 
which legitimately and for full value 
acquires the assets of a non-affiliated 
corporation is taxed upon a_ profit 
which never accrued to it with the 
result that an additional price is paid 
for assets already paid for at full 
market price. 

3. A simple formula should be 
adopted for the segregation of assets, 
especially in respect to accounts and 
bills receivable and the stocks of other 
corporations owned, 

4. The annual allocation in and out 
of the state for the principal com- 
panies should be published or advice 
supplied as to how this information 
may be secured. This would enable a 
corporation, which has stock  in- 
vestments in such companies acquired 
by purchase in the open markets, to 


comply with the law. An allocation of 


the value of such stocks is required on 
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the basis of the underlying assets in 
and out of the state representing the 
stock so held. 


5. Specific rules similar to those 
governing Federal practice should be 
adopted in connection with consoli- 
dated reports, with the right or lia- 
bility to file them fixed definitely by 
statute. 

6. Net losses for prior years should 
be allowed as deductions by conform- 
ine the state law to the Federal law 
to the end of stabilizing the tax lia- 
libity over a period of years. 

7. ‘The tax department should pub 
lish all of its opinions and_ rulings 
and formulate regulations to the end 
of guiding all taxpayers. 

8. If a return is ambiguous or cer- 
tain information is lacking, the addi- 
tional information should be supplied 
by correspondence or supplemental 
affidavits ; should not be 
made until all the facts are before the 
bureau; if a return is disregarded in 
any way in fixing the tax, a statement 
of the computation of the tax should 
accompany the notice of assessment. 


assessment 


9, Tax hearings should be held at 
the option of the taxpaver in New 
York City, where a majority of the 
corporations involved have their prin- 
cipal offices. Nearly all hearings are 
now held in Albany. 

10. .\ limitation of two years 
should be fixed by statute as the pe- 
riod of assessment. At present there 
is no limitation whatever. 

Some of these proposals were in- 
corporated in bills, which were intro- 
duced at the recent session of the 
legislature, but which were not enacted 
into law. 




















Accounting Experience 
(Continued from Page 8) 
perience that clients are supremely in- 
terested in, even though they may not 
always stop to analyze, or trace re- 
sults to causes. | refer to the measure 
of the adaptability of the firm’s repre- 
sentative in any engagement to that 
client’s business. This rests funda- 
mentally upon the extent to which we 
are able to understand our clients and 
temporarily at least become imbued 
with the spirit and personality of their 

organizations. 

| am impressed every day more and 
more with inherent and fundamental 
differences between clients even in the 
same or similar lines of business. ‘Two 
companies may each be making a suc- 
cess by following diametrically oppos- 
ite policies and methods. | know of 
such. Probably each would be a fail- 
ure if it attempted to imitate or adopt 
the methods of the other. Their pres- 
ent successes result from being them- 
selves. 


IV 


If this brief article has seemed to 
any reader to be far afield from ac- 
counting problems, it might be well to 
remember that the value of each in- 
dividual in this organization is de- 
pendent largely upon the breadth and 
depth and versatility of his experience, 
not only in a technical sense, but also 
as to his wisdom and appreciation of 
business problems, as well as ability to 
deal with and appreciate understand- 
ingly the individuals he comes in con- 
tact with. 

The reputation, standing and prog- 
ress of the firm has been built up on 
the basis of such experience and never 
ceases to depend primarily upon it. 


The value to clients of our services 
is dependent upon our experience. It 
is the measure of our helpfulness. 

The progress of accountancy itself 
depends upon the experience of its 
practitioners, 

Two facts constantly impress me 
more and more: 


(1) Errors do not balance, or if 
temporarily hidden or passed 
they later arise to trouble us. 


over, 
More- 
over they can always with patience 
and courage be located and eliminated. 
And even more important there is no 
legitimate problem or difficulty in ac- 
counting procedure that cannot be 
solved. We can be confident of suc- 


cess. 


(2) The broader our experience, the 
The field 
for worth while service is not re- 
stricted, limited or definite, but vari- 
able, and dependent largely or perhaps 
mainly upon our own capacity. 


ereater can be our service. 


So if accounting work for any of 
us as individuals falls off, we have 
not in the first instance to complain 
of external conditions, but rather look 
to ourselves and ascertain why and 
wherein our services are not such as to 
prove so helpful as to be more in 
demand than the limits of our time 
permit. 


Mr. Robert E. Warren, manager of 
our Cleveland office, addressed a joint 
meeting of the Columbus Chapter of 
the National Association of Cost Ac- 
countants and of the College of Com- 
merece of Ohio State University on 
May 23. His subject was “The Place 
of the Accountant in Planning for the 
luture.”’ 
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Simplification and the Accountant 
(Continued from Page 17) 


cation, industry certainly would not 
stick to these programs for sentimen- 
tal reasons. 

\gain, this high adherence demons- 
trates that industry does keep faith 
with its members, its trade and its con- 
sumers, both of whom are also parties 
to every simplified practice program 
which the Department of Commerce 
helps to effect. The Division of Sim- 
plified Practice was established to ef- 
fect elimination of waste through In- 
dustry’s voluntary cooperation in self- 
government. This ample 
proof that industry through “volun- 
tary cooperation in self-government,” 
the world famous Hoover formula, 
does not need a policeman at its elbow 
to make it do those things which are 
for the public good, and therefore, for 
its own. 


record is 


. 


The dictionary defines an accountant 
as one who gives a reckoning or ren- 
ders a judgment. Surely, he is in a 
position, due to past experience, and 
observation, to suggest to his clientele 
that simplified practice be applied, 
when so warranted. Certainly he can 
analyze the needs of industries with 
whom he deals and render the valuable 
service of showing that the industry 
could be materially strengthened with 
increased net profits, if superfluous 
varieties were eliminated from manu- 
facture or stock. Assuredly, it would 
be advantageous for him to urge the 
simplification of packages and con- 
tainers, which would expedite the tak- 
ing of inventories. 
should be 


The accountant today 


“closer” to his client than ever before. 
The accountant can, therefore, give 
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such a reckoning and render such a 
judgment on simplification, whenever 
expedient, as will be of service to his 
chent, if applied, and be a mark of 
progress in the profession of account- 
ancy. 


Audit Reports 
(Continued from Page 35) 
presenting an interesting report. So 
many times, the clients’ employees pre- 
pare statistics, but only 
rarely are the main features summar- 
ized for the benefits of executives or 


masses of 


stockholders not in close touch with 
the operations. 

In order to assist the staff in read- 
ing reports issued on engagements 
other than their own, it was agreed 
that the auditors’ copies of all cur- 
rent reports of general interest might 
be kept together for a while in a spe- 
cial folder available for review by the 
staff, and reports of particular inter- 
est called to the attention of the staff. 

The careful reading of the memo for 
next audit file was recommended both 
for the scope of the audit and the 
type of report required. In one in- 
stance, an auditor assigned to an in- 
terim audit prepared a complete re- 
port with schedules, whereas the en- 
gagement called for only a short let- 
ter, without any figures, merely stat- 
ing that the accounts had been audited, 
and submitting any exceptions which 
might have been noted. 


Mr. Walter A. Staub was recently 
elected First Vice-President and Mr. 
Prior Sinclair, Treasurer of the New 
New York State Society of Certified 
Public Accountants. 
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